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NOTE
The American Institute of Certified Public Accountants has issued
a series of industry-oriented audit guides that present recommendations on auditing procedures and auditors' reports and, in some
instances, on accounting principles, and a series of accounting guides
that present recommendations on accounting principles. Based on
experience in the application of these guides, AICPA committees,
subcommittees, or task forces may from time to time conclude that it
is desirable to change a guide. A statement of position is used to revise
or clarify certain of the recommendations in the guide to which it
relates. A statement of position represents the considered judgment
of the responsible AICPA committee, subcommittee, or task force.
To the extent that a statement of position is concerned with auditing
procedures and auditors' reports, its degree of authority is the same
as that of the audit guide to which it relates. As to such matters, members should be aware that they may be called upon to justify departures from the recommendations of the committee, subcommittee, or
task force.
To the extent that a statement of position relates to standards of
financial accounting or reporting (accounting principles), the recommendations of the committee, subcommittee, or task force are subject
to ultimate disposition by the Financial Accounting Standards Board.
The recommendations are made for the purpose of urging the FASB
to promulgate standards that the committee, subcommittee, or task
force believes would be in the public interest.
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Accounting for Investments of
Stock Life Insurance Companies
Introduction
1. In 1972, the AICPA Insurance Companies Committee issued
the industry audit guide, Audits of Stock Life Insurance Companies (referred to in this statement of position as "guide"). Part II
of the guide, which discusses the application of generally accepted
accounting principles, includes a section (pages 88 through 90)
on the "Valuation of Investments and Recognition of Realized and
Unrealized Gains (Losses) Thereon." That section outlines five
acceptable methods of accounting for gains or losses on the sale
of equity securities.
2. The accounting standards division believes that it is not
desirable to have five alternative accounting methods for accounting for equity securities and related investment gains or losses by
stock life insurance companies. Therefore, this statement of position expresses the divisions conclusions on accounting for all
investments and related realized and unrealized gains or losses of
stock life insurance companies.1 This statement of position also
expresses the division's conclusions on accounting for real estate
by stock life insurance companies, which was not discussed in the
guide. This statement of position applies only to stock life insurance companies.
3. The interests of policyholders and the public in the financial
integrity of stock life insurance companies make it important that
the solvency of those companies be continuously demonstrated to
regulatory authorities. Consideration of those interests, together
with the uncertainties inherent in the future, has resulted in the
conservative accounting practices prescribed or permitted by insurance regulatory authorities (statutory accounting practices2).
Federal income taxation of life insurance companies is also based
This statement of position supersedes the section in the guide on "Valuation of
Investments and Recognition of Realized and Unrealized Gains (Losses) Thereon."
2 Practices that have been prescribed by statute, regulation, or rule or that have
been permitted by specific approval or acceptance.
1
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primarily on statutory accounting practices. The use of generally
accepted accounting principles, as discussed in this statement of
position, should not be construed as an indication that those accounting principles should also be used in reporting to regulatory
or taxing authorities.

Valuation of Investments and Recognition
of Related Realized and Unrealized
Gains or Losses
Discussion

4. Under statutory accounting practices, investments in common stocks are carried at market value, preferred stocks generally
are carried at cost, bonds generally are carried at amortized cost,
mortgages are generally carried at unpaid principal or amortized
cost if purchased at a discount or premium, and real estate generally is carried at depreciated cost. Realized investment gains or
losses and changes in the carrying amount of investments representing unrealized appreciation or depreciation are credited or
charged to stockholders' equity.
5. The guide states that any of the five following methods of
recognizing realized and unrealized investment gains or losses
could be used:
a. Include realized gains and losses on investments in determining net income and report unrealized gains or losses as direct
increases or decreases in a special stockholders' equity account.
b. Present realized and unrealized gains and losses on equity
securities and realized gains and losses on bonds in a separate
statement.
c. Include realized and unrealized gains and losses on all investments in unassigned surplus.
d. Present realized and unrealized gains and losses on all investments in a separate statement.
e.
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For subsidiaries of noninsurance companies, restate investments in equity securities from market to cost for purposes of
consolidation and recognize in income the realized gains and
losses on sales of securities.

Conclusions

6. Bonds should be carried at amortized cost if the company
has both the ability and intent to hold the bonds until maturity
and there is no decline in the market value of the bonds other
than a temporary decline. In those rare instances in which a
company is a trader in bonds and does not intend to hold the
bonds until maturity, the bonds should be carried at market;
temporary fluctuations in the market value of the bands should
be recognized as unrealized gains or losses.
7. Common and nonredeemable preferred stocks should be
carried at market. Preferred stocks that by their terms must be
redeemed by the issuing company should be carried at amortized
cost if the company has both the ability and intention to hold the
stocks until redemption and there is no decline in the market
value of the stocks other than a temporary decline.
8. Mortgages should be accounted for at unpaid principal or
amortized cost if purchased at a discount or premium unless collectibility is uncertain. Real estate investments should be accounted for at depreciated cost unless there is an impairment in
value.3 Amortization, depreciation, and other related charges or
credits should be charged or credited to investment income.
Charges and credits to valuation accounts should be included in
realized gains and losses.
9. Realized gains and losses on all assets held for investment
(including, but not limited to, stocks, bonds, mortgage loans, real
estate, joint ventures, and subsidiaries held for investment) should
be included in the statement of income, below operating income
and net of applicable income taxes. Realized gains and losses on
the sale of other assets, such as property used in the business and
operating subsidiaries, should be included in the statement of
income before applicable income taxes. Unrealized investment
gains and losses should be recognized in stockholders' equity net
of applicable income taxes and should not be included in net
income.

3 Investments in leased assets should be accounted for in accordance with FASB
Statement no. 13, Accounting for Leases.
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10. If a decline in the value of an investment in a security below
its cost or amortized cost is other than temporary, the investment
should be written down to its net realizable value, which becomes
the new cost basis. The amount of the writedown should be accounted for as a realized loss. A recovery from the new cost basis
should be recognized only at sale, maturity, or other disposition
of the asset, as a realized gain.
11. Valuation accounts should not be used for publicly-traded
bonds, common stocks, or preferred stocks.4

Real Estate
Discussion

12. Under statutory accounting practices, real estate is classified as an investment regardless of its use. For real estate used in
operations, rent is included in investment income and is charged
to the operating departments. The guide is silent on that subject
and the statutory accounting practice has gained general acceptance in the industry.
Conclusions

13. Real estate should be classified either as an investment or
as property used in the business, based on its predominant use.
Depreciation and other real estate operating expenses should be
classified as investment expenses or operating expenses consistent
with the balance sheet classification of the related asset. Imputed
investment income and rent expense should not be attributed to
real estate used in the business.

Transition
14. The conclusions in this statement of position should be
applied to financial statements of stock life insurance companies
issued for annual and interim periods ending after July 1, 1979.
Earlier application is encouraged. The conclusions in this statement of position should be applied retroactively and financial
statements presented for prior periods should be restated.
4
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This paragraph is not intended to preclude the accrual of losses from uncollectible
receivables when both conditions in paragraph 8 of FASB Statement no. 5,
Accounting for Contingencies, are met.

